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general husiness which came this fall. The outlook is becoming brighter. Pub- 
lic projects, long planned but slow in getting under way, are actually being 
started in many parts of the country. Banks are being reopened. Unemployed are be- 
ing taken from the reYief rolls and are being put to work by the CWA. Eight hundred 
million dollars is being disbursed this month by the government to release bank de- 
posits and to increase work on federal projects. The dollar is nearing the gold 
level planned and will he stabilized in the near futur?. As recovery gets under way 
prices will gradually atijust themselves to this new level, hasic raw materials first, 
then manufactured articles, then services and at last, rmts and real estate values. 


FF eeneret tus show an appreciable drop this month in spite of the recession in 


This seouence is inevitahle but is not generally recognized. As soon as it is re- 

cognized, speculators will buy and prices will advance. Advise your clients to buy 

eal estate before the general realization of this fact reduces the profit which is 
to result. 


THE MONTH'S CHANGES AT A GLANCE 


The indicators at the bottom of the page will show at a glance the month's 
changes in conditions. The position of the arrow-head shows the movement during 
the month - up indicating improvement and down, decline. 
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BROKERAGE 


usually broke when they do not. The Real Estate Analyst has undoubtedly con- 
vinced its subscribers by this time that the volume of real estate activity var- 
ies between wide limits in definite cycles. ts constant effort is to advise those 
subscribers of future trends and to give them facts they may use in a practical way. 


T= real estate broker is happy and busy when many people buy real estate and 


People buy real estate for one or more of the following reasons: 


1. Use for either home or business. 
2. For permanent investment. 
5. For resale at a hoped-for profit. 


The volume of transactions where the buyer's motive is use perhaps varies 
less than the volume in the other two classifications. There is always business for 
the established broker in this field. His greatest assets are good will and a thor- 
ough knowledge of properties for sale, The volume of transactions where investment 
is the motive is greatest in periods of high rents, accompanied by general prosper- 
ity, and lowest when vacancies are high and rents are low. 


The volume of speculative sales conforms closely to that of investment 
transactions and forms the greater part of boom activities. 


It is important that the broker understand the type of activity and the 
probable volume that may be expected from year to year so that he may adjust his 
overhead, budget his advertising and vary the size and type of his sales force, Real 
estate brokerage is a seasonal business - not seasonal in the usual sense but more 
properly described as periodic. The following chart illustrates this characteristic 
better than words could do it. 


I A STUDY OF REAL ESTATE ACTIVITY ii - 
IN SAINT LOUIS AND SAINT LOUISCOUNTY 
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The areas numbered 1, 3 and 5 will be remembered by many old timers as 
periods when everyone was interested in real estate. It made little difference in 
these periods what was said or done or not said or not done by the broker. People 
bought and sold real estate and the broker who kept his name before the public ,main- 
tained an adequate selection of properties in his files and trained an aggressive 
and intelligent sales force,prospered. These periods were not "promoted" nor brought 
on by cooperative advertising or campaigns to "own your own home". They developed 
naturally as the result of absorption of vacancies produced in a previous construc- 
tion boom. Higher rents and values which resulted from this absorption made real 
estate seem desirable and the public,quick to forget the previous period of trouble, 
bought and sold and with nearly every sale pocketed a profit. 





Neither did the areas numbered 2, 4 and 6 on the chart develop through the 
lack of effort or improper sales methods of the brokers generally. It is true that 
methods that produced results in the periods of activity were ineffective, but it was 
because a surplus had been created by speculative building and by declining demand. 
Nothing that the broker could do individually or collectively could produce a volume 
of sales in these periods that was comparable to the volume in the active periods. 


The answer to the problem is the old proverb "Make hay while the sun 
shines" and when the “night" follows the "day" as it does in brokerage opportunities,° 
accept the inevitable -retrench, go to Europe,or play golf for the years of inactiv- 
ity. 
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Just now the grey streaks of a new dawn are appearing. Vacancies are be- 
ing absorbed, rising rents will follow, values will follow quickly, mortgage money 
and buyers will appear as if from thin air, and happy days for the broker will be 
here again, 


In addition to the favorable relationship of what might be termed the sup- 
ply and demand factors, there is the effort of the administration to change the gen- 
eral price level or more specifically, to change the value of the dollar. The im- 
portance of this change if it is effected - and we believe it will be — cannot be 
overestimated in its effect on the real estate broker. Prices of old structures are 
always related to costs of new building. For this reason, increased construction 
costs result in an increment to all existing structures. The real estate activity 
of the period numbered 5 on the foregoing chart and the profits which resulted from 
that activity were largely results of the rise in prices following the World War. 
The chart shown below illustrates this increase in construction costs and the subse- 
quent decline. 
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The upper dash and dot line on this chart approximates the cost of a new 


flat as of any year. The projected line from 1933 to 1938 shows the anticipated in- 
crease in cost. 


The lower solid line indicates the approximate value of a flat built in 
1907 as of any year to 1955, and its projection the probable effect of increased 
construction costs on this old building up to 1938. For a fuller explanation of 
this chart see the July, 1935 issue of the Real Estate Analyst. 


The real estate broker today should concentrate on clients who have in- 
vestments in dollars. In the period just ahead, dollars and dollar obligations such 
as bonds, mortgages and notes,will continue to decrease in value and material things 
will increase in value. Real estate, as the largest group of "things", just now at 
the beginning of the favorable part of its cycle, offers opportunities for the rein- 
vestment of assets that are far better than in any other field. While real estate 
sollectively will increase in value, certain parcels of real estate will increase 
more than others, The elements of utility and relative scarcity determine value and 
the broker who would competently serve his clients must become familiar with the 
economics of real estate so that he can recognize and value the several factors in- 
volved. Large and comparatively uninformed sales forces at this time are ineffective 


Rifle men are necessary now. The barrage will be effective as the public generally 
becomes sold a little later. Real estate is about to become productive. The far 
sighted can be convinced, tne rank and file cannot. The most effective selling to- 
day is educational selling. This requires knowledge, time and salesmanship. The 


time is limited. Make it count by going after big game. The man with large assets 
may be harder to convince, but,once convinced, he usually has the courage of his con- 
victions. The Analyst will help you present facts clearly. 


In the March, 1953 issue, the Real Estate Analyst answered the criticisms 
of several brokers that the pessimism of its forecasts was hurting business by state 
ing that conditions were not then favorable for a recovery in real estate. In that 


issue and in several that followed,the changes that it was felt would bring recovery 
were outlined. The new administration, through the direct and definite policies of 
the New Deal have set the stage for recovery. Millions of wage earners are back at 
work, vacancies are being rented at an unprecedented rate, foreclosures are dropping 
rapidly, activity is beginning to show an increase and marriages are considerably 
above the low point of the early spring. The Real Estate Analyst feels that it would 
be just as deserving of criticism today for being pessimistic,as it would have been 
for voicing unjustified optimism in March. 

















214 














CONSTRUCTION AND THE CODES 


FTER four months’ continuous effort, it looks as if the construction industry 


will come under code operation within two or three weeks. The code which will 

be adopted, however, is quite different from the codes originally submitted. 
The original plan called for a master code for the entire industry, specifying max- 
imum hours, a minimum rate of pay, fair practice provisions governing bid peddling 
and provisions for area agreements on skilled wages to be reached through collective 
bargaining. More than thirty additional codes covered the various construction op- 
erations, such as plastering, painting, plumbing, etc. Most of these codes set up 


rates of pay for skilled workers with additional fair practice provisions. 


There will be only one construction code. It will probably establish a 
minimum rate of pay of forty cents an hour for the industry unless the rate in July, 
1929 was less than forty cents, in which case the rate paid then will become the 
minimum; but in no case will the minimum be less than thirty cents per hour. tpis 
code will contain separate sections for each of these operations, originally sub- 
mitted as separate codes. These sections will deal with fair practice provisions 
and with selling services or materials below allowable cost. No skilled wages will 
be set up in the code. This code will contain a clause providing for setting mini- 
mum skilled rates in specific areas by collective bargeining between truly represen- 
tative groups, if it can be s devised that it will pass the legal division of the 
NRA. 

The code will, in all probability, be signed with only five or six divi- 
sions of the industry covered by these special sections, but with provision for 


adding the others later:as the details are worked out. 


The administration of the code will be by a code authority composed of 
representatives from each group with special divisional groups responsible for’ the 
various trade sections. 


A number of the codes dealing with building materials have already been 
signed. Many more will be signed in the near future as they are now in final form. 
As they become effective, the building materials covered will, in many cases, show 


further advances in price. After these initial advances, prices will stabilize for 
the immediate future. 


Most of the building material codes carry provisions forbidding selling 


below cost. Generally a uniform cost accounting system is specified and the items 
which may be included in cost are specified. In no case is return on invested cap- 
ital allowed as an element f this “allowable cost" below which no one can sell. 
Practically all of these codes allow a manufacturer to sell below his own cost to 
meet the price of another manufacturer whose costs are lower. The practical re- 
sult of this clause is that the most efficient producer sets the bottom which can 


be reached in a price war. 


A few of the material codes provide for definite price fixing. The retail 
lumber code, for example, establishes a minimum price on all items based on cost of 
materials, handling costs and a definite mark-up, determined by areas, to take care 
of all other costs. This provision is just coming into effect. The Building Supply 
Code has somewhat similar provisions. 

Most of these codes set up “the open price system". This provides that 
each manufacturer file his prices, discount sheets and all other conditions of sale 
with the code authority,where they are available to his competitors and all other 
interested parties. It is a violation of the code, punishable by fine or imprison- 
ment, to sell at any price other than the one filed. All customers buying in the 
same quantity and under the same conditions must pay the same price. This, we be- 
lieve, will result in a fixed price for most materials, slightly higher than’ the 
present average. The shrewd buyer will pay much more than he has,as it will no 
longer be possible to chisel down the selling price unless the seller is willing to 
lower his price to all other customers as well. The codes all contain very strict 


provisions regarding secret rebates, false hilling and other practices which might 
otherwise nullify these provisions. 


The unit construction costs shown on the page opposite are the best esti- 
mates obtainable at the present time. There is so little building actually being 
done that these figures cannot be checked as carefully as we would wish. As soon as 
all of the codes affecting construction and construction materials have been signed 
it will be possible to compute these costs very accurately again, even in the ab- 
sence of any amount of actual building. 
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CUBIC COSTS, DECEMBER, I933 


N the tahle below cuhic costs are given for December, 1933. These costs will 
ohably advance further as lahor and material costs go up under NRA code provi- 
ions. The general construction code is discussed on the preceding page. 











MODERN BRICK BUNGALOW 


Bungalow, as shown and described in pages 122 and 

123, exclusive of financing and sales commission....23.9¢ 
With Bot air heat subtract. .cccccccccccccces cccoe 0.98 
Without vitrolite in kitchen subtract.......... -» 0.4¢ 
With financing charges and sales commission add... 2.0¢ 


SINGLE FAMILY TWO-STORY RESIDENCE 


Single family residence, descripned on pages 62 and 

63, exclusive of financing and sales commission..... 23.6¢ 
With copper guttering, spouting & flashing, add... 0.3¢ 
With variegated slate roofing, Add....eeseeeeeeee 1.02 
With hot water NOak, GOEssccccccccccccccccceccosse OF 
Without tile walls in bath, subtract........ ° 0.4¢ 
Without shower & with cheap plumbing, subtract... 0.3¢ 
With ordinary millwork, subtract.....ssesceeeeees 0.5¢ 
With financing and sales commission, add.....see0 2.4¢ 


SPECULATIVE FOUR-FAMILY FLAT 


Speculative four-family flat, as shown and described 
on pages 72 and 735, excluding cost of financing and 


SAlSS COMMISE1LON. cccccccccccccccceccscccescccccseceos cece 21.2¢ 
With copper guttering, spouting & flashing, add.. 0O.1¢ 
WEG. CECE BONE, BOM ccccectcrvccdcccses seesnees oo Ole 
With tile walle 4m Pathe, GOAsccccccccscccesooece 0.6¢ 
With showers in baths, add.......e.e0- séeeesce. OE 
With first class plumbing fixtures, add. vekebnans 0.62 
With first grade roofing, Add....sccccccsccccces - O.lg 
With financing and sales commission, add........ o 1 


EIGHTEEN-FAMILY MASONRY APARTMENT 


Eighteen-family masonry apartment, as des- 
cribed on pages 82 and 835, excluding cost 


of financing and sales commission...... ,.. 33.3¢ 
With electrical refrigeration, add..... 1.2¢ 
With gas stoves, Addseceereseseees cocce Onee 
With beds, add..... sehsebeteasbucade., ae 


With iron rear porches & steps, add.... 1.2¢ 
With financing & sales commission, add. 2.6¢ 





THIRTY-FAMILY REINFORCED CONCRETE APARTMENT 


Thirty-family reinforced concrete apartment, 
as shown and described on pages 92 and 93, ex- 
cluding cost of financing and sales commis 


O1 Gi 4st 4608040660806 eeeneeeeee PORRGaee: 
With electrical refrigeration, add...e. 11g 
With gas stoves, Add.e.swseeseesecs coves 0.2¢ 


With iron rear porches & steps, add.... 1.2¢ 
With financing & sales commission, add. 3.0¢ 
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PROPERTY MANAGEMENT 


properties has been increasingly difficult. In 1927 vacancies had reached 6%, 

some slight doubling up of families had started and new construction continued 
adding competitive space. Rentals had already passed the point of stability and had 
started a slight decline. These adverse conditions gradually became worse until the 
crash in 1929, when vacancies in all types of dwelling units had reached 83%. From 
then on, demand for dwelling units declined rapidly, due to lowered income and unem- 
ployment, until in March of this year residential vacancies reached a high estimated 
at 14%. In apartment properties alone, vacancies exceeded 20%. 


T= the past seven years, the management of real estate and especially apartment 


The property manager was faced with unsolvable problems. The apparently un- 
reasonable demands of tenants for rent reductions and increased decorations were 
merely the process by which the relation between supply and demand for dwelling 
space functioned. Rental schedules became unbalanced; lease contracts in many cases 
became scraps of paper and the property manager found himself between a militant 
tenancy on the one hand forcing lower income and an ownership on the other hand de- 
manding full occupancy and larger income in order to save his property from foreclo- 
sure. It was a tremendous undertaking for the property manager, when there were not 
enough tenants to go around, to keep as orderly a recession as possible. For the 
most part, he deserves commendation. 


The past is water over the dam. Since March of this year, the process has 
been reversed; demand is returning and today vacancies have been reduced from their 
high to approximately 8%. Apartments have been more rapidly absorbed than other 
types and now only one in a little less than ten is vacant. This rapid change for 
the better is making the job of the proverty manager more endurable. 


It is believed that the improvement is not merely a flash in the pan; oev- 
ery index prepared by the Real Estate Analyst records this betterment in condition 
and also indicates continued improvement. While rents have not increased as yet, 
due to a still large surplus, there are indications of stability in rents and an as- 
surance that the bottom has either been reached or is not far off. Now is the time 
for the alert property manager to map out a definite program of operations for the 
immediate future. A few suggestions are made at this time. 


1. BALANCED RENTAL SCHEDULE - Schedules should be brought in balance’ so 
that like space brings in like rent. The process of lowering the higher rentals to 
conform to some lower rental, as has been done in the past few years, should be re- 


versed. Start raising the lower rents to conform with the higher rents’ on like 
space so that a balanced and uniform schedule is obtained. This can be done more 
intelligently after a complete survey and an appraisal of comparable rents has been 


made for each property. 


2. RENTAL POLICY - It would be a sound policy to rent on a month to month 
basis at this time - at least, leases should not be made for a period of longer than 
one year. The exacting attitude of tenants is practically at an end. It will disap- 
pear entirely as competing space hecomes scarcer. The property manager can begin to 
get more particular in tt wualifications of tenants. 

3. MODERNIZE AN ENOVATE - As construction of competing space has prac- 
tically ceased and there. is no prospect of its renewal for some time in the future, 
the property manager should lay out a program for submittal to owners, for restoring 
the lost usefulness of properties due to depreciation and obsolescence. This is es- 
pecially desirable in districts where the neighborhood is better than the property. 
Now is the time to do such renovating and modernization before building costs ad- 
vance further. With a definite program with detailed costs and a detailed analysis 
of its effects on rents, the property manager places the owner in a position to take 


advantage of the coming surge 


No codes have yet been approved for the management of real estate. The 
informal hearings were held in Washington last week on the office building and apart- 


ment management codes. [he office building code has been set for public hearing in 
Washington on January 8th. The apartment management code has been deferred for 
another sixty days due t an inability of the various proponents of the code to 
agree on a definition of the tynes of buildings to be included under Gs 


A representative of Real Estate Analysts, Inc., has attended all of these 
hearings. As soon as the codes are in final form, these implications will be ex- 
plained in deteil for our clients. 
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MORTGAGE FINANCING 


HE statement was made at a code hearing in Washington last week that 56% of the 

live assets of the insurance companies in New York are tied up in real estate. 

This real estate is not paying a return, even at the reasonable prices, on the 
average, at which it was taken over. This is due primarily to high vacancies, low 
rentals and high taxes. 


High vacancies in office and store pronerty will continue in many cities 
for some time to come. Store space in good locations will be absorbed quickly. Much 
store space not strategically located will always be rented with difficulty. Resi- 

ial vacancies are being absorbed very rapidly. Our index of absorption showed a 
slight recession this month but that was to be expected following the fall recession 
in odusiness, 
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Low rentals will continue for some time longer in residential property as 
the experience of the past shows that no rapid rise takes place until absorption of 
vacancy has removed most of the surplus from the market. When this time comes, 
rentals will return to levels at least as high as those current in 1926, as the de- 
valuation of the dollar in gold, which has already taken place, corresponds roughly 
to the credit inflation which made the high prices on a dollar basis possible dur- 
ing the last boom. 


Taxes will remain high. Here, too, the devaluation of the dollar will be 
the principal force at work. With prices and wages rising, taxes cannot be reduced. 


Now let us summarize and see how these facts affect mortgage financing. 
Ll. Net income is too low to pay an adequate return, even on present low values. 


Je [The public (and the mortgage lender) always “capitalize the present as a perpe- 
tuity"”; that is, assume that whatever is today will continue. 5. Since real estate 


not pay an adequate return today it is 
n closely as an unsafe investment. 


» therefore, classed by those who do not 


By the same type of reasoning, before the crash real estate mortgages were 
the soundest type of investments. 


The real facts of the case, however, point very clearly to the conclusion 
that if there ever was a time in the history of the United States when it was. safe 
to lend money on real estate, now is the time, Our forecasts of the effect of fu- 
ture replacement costs on values would indicate that a fifty percent loan on present 
values will drop to a thirty to thirty-five percent loan on the values of three 
years from now. Even a seventy percent loan today should drop to a fifty percent 
loan by 1936 or 1937. By the time a three-year loan comes due, real estate will 
again be liquid and rapidly approaching a boom that will make it easy to liquidate 
th loan if desired. If a fifty percent loan is made for three years’ on present 

and the lender is forced to take over the vroperty during the next year - be- 

the increase in rentals and values becomes apparent = he will make a profit on 

his investment of, we believe, 180% or interest on his money at 60% a year. A safe 

investment in these troubled times which at the best pays 6% per year and at the 
worst 60% per year, seems to us to be good. 


MORTGAGE SURVEY TO BE MADE BY THE UNITED STATES 


S the result of a recommendation of the Division of Economic Research and Plan- 
ning of the NRA, an appropriation of three and a half million dollars was made 


last week to study real estate and real estate mortgages in the metropolitan 


-ities of the United States. As a part of this study, a house-to-house field orce 
will catalogue every building, its condition, occupancy, etc. In buildings owned by 
the occupant, mortgage data will be gotten directly. In buildings occunied by ten- 


ants, questionnaires will be sent to the owners. 


A survey of this sort will give results on vacancy more detailed than 
those taken by the letter carriers. For the first time in the United States, we 
will have an inventory of our occupied and vacant units which will slassify them 
qualitatively as well as quantitatively. For the first time since 1920 we will have 
reliable mortgage data. In the 1920 and prior census enumerations, a limited amount 
of mortgage data was secured. All questions relating to mortgages were omitted from 
the 1930 census because of the inclusion of unemployment, rental and value questions 
For practical purposes, the census questionnaire cannot be made too long. It is 
planned to complete the field work, if possible, by February 15th. We will keep our 
clients informed of the progress of the work, 
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FORECLOSURES — 


is : 
127 
135 
135 


THIS MONTH 
LAST * 
YEAR AGO 


APARTMENT RENTALS 

Drop during the month 

Drop since the first of the year. 9.5% 
Drop in the last twelve months...13.8% 
Drop from the peak in 1922.......44.1% 


SINGLE FAMILY RESIDENC!] 

Drop during the month 

Drop since the first of 7.4% 
Drop in the last twelve months...13.9% 
Drop from the peak in 1924.......35.7% 


NEW BUILDING 


THIS MONTH 6 
LAST " 33 - 
YEAR AGO 40 


recession the last 
upwara 


|: business of 
few months has halted the 
swing of the marriage rate so pro- 
nounced a month or two ago. We expect 
to see this rate increase again in the 


near future andwith it will come a 
further absorption of vacancies. 


= 


AVERAGE RENT IN DOLLARS PER ROOM PER MONTH 


URING the past two months fore- 
Deicses have fallen materially. 

The drop in the city is really 
phenomenal, in the county not so pro- 
nounced. At the present time the 
foreclosure rate is 13.6% below the 
peak with the indication of a further 
recession during December. 


THIS MONTH $9.30 
LAST * 942 
YEAR AGO 10.79 


SINGLE FAMILY DWELLINGS 


THIS MONTH $592 
LAST * 600 
YEAR AGO 6.88 


provided for in all new building 

permits,adjusted for seasonal var- 
{fation, shows a further drop from the 
low figure of a month ago. New build- 
ing under private initiative cannot 
start in any volume until rentals ad- 
vance sharply or credit is provided 
from government channels. 


[e number of family accommodations 
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THIS MONTH 16.8 

+ LAST * 17.0 

YEAR AGO 12.6 
| 





NUMBER OF MARRIAGE LICENSES ISSUED PER MONTH FOR EACH 10,000 MALES 
* 




















